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Harbin Power Equipment Company Limited (the “Company”) was
formed through the restructuring of Harbin Electric Corporation
(formerly known as Harbin Power Plant Equipment Group
Corporation), which is the oldest large-scale power plant equipment
manufacturer in the People’s Republic of China (the “PRC") and
its three affiliates: Harbin Electrical Machinery Works, Harbin
Boiler Works and Harbin Turbine Works (“the three major power
factories”). These three major power factories were established in
the 1950s. The Company was established in Harbin, PRC on 6th
October, 1994. The dealings in the shares of the Company on the
Stock Exchange of Hong Kong Limited (the “HKSE") commenced
on 16th December, 1994.

As at 31st December, 2009, the total share capital of the Company
comprised of 1,376,806,000 shares, of which 675,571,000 shares

were circulated on the HKSE as H shares.

The Company and its subsidiaries (the “Group”) are the largest
manufacturer of power plant equipment in the PRC. The Group's

principal activities include:

e Thermal power main equipments: boilers, steam turbines and
steam turbine generators with single unit capacity up to 1,000
MW, heavy-duty gas turbine and combined cycle units, the
largest manufacturing base for clean coal combustion equipment
in the PRC, CFB, PFBC, etc.

e Hydro power main equipments: hydro power generators unites
with single unit capacity up to 800 MW class

e Nuclear power main equipments: nuclear island and conventional

island equipments for nuclear power plants

e QOther products: ancillary equipment for power stations,
industrial boilers, industrial steam turbines, control devices, AC/
DC motors, valves for power stations, pressure vessels and axial

compressor, etc.

e Turn-key construction of power station projects
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e Contract supply of complete sets of thermal and hydro power

equipment

e |mport and export of equipment for power stations

e FEngineering technology R&D of complete set of power

equipment
e System R&D of complete set of power equipment
e R&D of power equipment and its ancillary equipment
e Technology transfer, technical consultation and services
e Environmental protection engineering services, etc.
The Group possesses a comprehensive range of advanced
production and research facilities. Its capabilities in research and
development, production and manufacturing and power station
construction are among the best in the power plant equipment

manufacturing industry in the PRC.

The Group is located in Harbin, PRC, which is known as the “City of
the Power”.

6002-800¢ Hoday jenuuy psalwi] Auedwo) uswdinb3 1emod uigieH



0 06002-8002 (=7 ¥ 5 &) XK &) %2 (¢ (E BB Sn !

O 00 Oooo
Overview of the Company (continued)

ooooooooo CORPORATE STRUCTURE AND MAIN BUSINESS LINE

doooooooo
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Harbin Electric Corporation (“HE")

goHOOOOO
Holders of H Shares

50.93% 49.07%

O0ooddooodnooOndnaoid
Harbin Power Equipment Company Limited (the “Company”)

90.94% 70.90% 89.63% 100% 60% 100% 100% 100%
ooo ooo
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MDO000M@M0O0000M M O00D00M MDOooOoOomm  Harbin Power oooo oooo HE Harbin
Harbin Boiler  Harbin Turbine Harbin Harbin Power Equipment Harbin Harbin Electric ~ Power Plant
Company Company Electrical Engineering National Power Plant Machinery Valve Company
Limited Limited Machinery Company Engineering Equipment AC-DC Motor Limited
("Boiler (“Turbine Company Limited Research Corporation Limited Duty
Company”) Company"”) Limited ("Engineering Centre Co., Ltd (QHD) Heavy Company
(“Electrical Company"”) Equipment
Machinery Co., Ltd

Company”)
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Financial Highlights

OO0 Turnover
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Turnover

BRI AR A
Profit before tax

REFRH
Net profit for the year

BERE

Total assets

BfERE

Total liabilities

DB R R

Minority interests

A B M =
Shareholders’ equity

SHEE
Net assets per share

SFREF
Earnings per share

Unit
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Rmb ‘000

ARBTT
Rmb 000
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Rmb’000
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Rmb’000

AERH T
Rmb

AR#T
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The summary of results, assets and liabilities of the Group for the

last five years are as follows:

2009

28,629,522

984,512

606,206

52,876,381

42,659,119

1,578,236

8,639,026

6.27

0.44

BE+-A=+—HLEE

Year ended 31st December,

2008

29,903,544

1,573,247

1,041,837

48,966,625

39,398,700

1,431,845

8,136,080

8.9

0.757

2007

27,648,584

2,115,820

1,527,979

42,090,490

33,678,080

1,199,417

7,212,993

5.24

1.123

2006

29,098,016

1,543,573

1,024,581

37,444,548

31,665,150

947,931

4,831,467

3.79

0.804

2005

18,464,106

696,125

464,990

36,448,887

31,924,207

640,052

3,884,628

3.05

0.389



0000000000 ooooooooon The Company acts as an investment holding company and provides

ooooooooo corporate management services to its subsidiaries.
0020090120310 000 0o20080120310000

Year ended 31st December, 2009 Year ended 31st December, 2008

O0oo0ooooooooooooO ooo oooO oood oooog
Turnover and contribution to operating Turnover Contribution to Turnover Contribution to
profit by major product categories operating operating
profit profit

oononn ooonn ooonno ooonn

Rmb’000 Rmb’000 Rmb’000 Rmb’000

oooooog 19,220,791 2,572,874 20,493,133 3,042,982

Main thermal power equipment

ooooog 1,893,429 437,991 2,863,250 658,649
Main hydro power equipment

oooooo 4,299,673 (60,962) 3,446,168 (346,162)

Engineering services for power stations

oooooooon 1,251,301 316,106 1,161,006 299,577
Ancillary equipment for power stations

oooooooooooon 1,964,328 399,498 1,939,987 352,034
AC/DC motors and other products

and services

28,629,522 3,665,507 29,903,544 4,007,080
oooooog 213,690 340,580
Profit from other activities
ooooooooooo 2,894,685 2,774,413
Expenses not allocated to major products
oooo 984,512 1,673,247

Profit before tax
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Chairman’s Statement

Dear shareholders,

| am pleased to present the Company's annual report for the year
ended 31st December, 2009 to all shareholders on behalf of the
board of directors of Harbin Power Equipment Company Limited and
wish to take this opportunity to express my sincerest appreciation

to the support of all shareholders.

In 2009, the world economy saw substantial changes and was
full of uncertainties, but Chinese economy maintained an overall
recovery with GDP exceeding its 8% target. During the second
half of 2009, both power generation and consumption recovered
across China and there were more power construction and
investment. While market demands for traditional thermal and
hydro power started to fall, new energy products such as nuclear
and wind power became the epicenter of market competition with
consistently strong demands across the globe. This has raised new
and higher requirements for power plant equipment manufacturers,

but at the same time offers more room for their development.

In view of the changes in the market environment in 2009, the
Company’'s management has timely adjusted the operating
strategies and focused on nuclear power products and the
expansion of its international markets. As a result, the Company
achieved satisfying results for the year, generating sales income
of Rmb28,629 million and net profit of Rmb606 million. Newly
signed contracts amounted to Rmb41,677 million, with contracts
of both nuclear power products and exported products hitting the
Company's records, valuing Rmb6,236 million and Rmb18,472

million, respectively.
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We have noticed that the Company’s operation scale and
profitability have been partly affected by various factors in 2009.
The Company is now in the correction phase. To accommodate
changes in market demands, the Company has increased its input
in science and technology. During the year, the Company invested
a total of Rmb784 million in R&D projects, which helped it achieve
dozens of patents and national and provincial awards for scientific

achievements.

In order to enhance its internal control system, the Company
has initiated an internal control review program throughout the
organization. In the next two to three years, the Company will
continue to improve this program to enhance its management

quality and anti-risk capability.

We are pleased that many projects have been completed or near
completion. The Company has achieved great development in its
nuclear power products as well as large-scale and high-efficient
thermal and hydro power units. The newly signed contract value
for nuclear power products has increased to nearly 15% of the
total contract value. The Company’s technology in large-scale
hydro power projects is still at international level and it is about
to launch the domestically made large-scale super critical thermal
power units. In addition, the Company has set up a manufacturing
and services company 00000000000 for the purpose of
repairing and upgrading power plants. Other new products with high
potentials are also undergoing different R&D stages. In 2010, all
of the Qinhuangdao base's nuclear power products with upgraded

technologies will be put into use.

In 2010, the Company will encounter much serious challenges.
Firstly, higher market demands for high-efficient, environmental
and new energy-related products require the Company to further
enhance its technologies and innovation capacity. Secondly, the
emergence of more new products, nuclear power products in
particular, requires the Company to better improve its production
structure and control costs. Thirdly, changes in the economic
environment and uncertainties surrounding the global market require
the Company to further strengthen its management and anti-risk
capabilities. Although believing in a bright future, we recognize the

obstacles ahead and the responsibilities on our shoulders.
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| deeply understand the strong expectations from all of our staff and
shareholders. It is the Company and my belief to make meticulous
planning, innovate and put into practice the most possible ideas. In
order to award our shareholders with excellent corporate results,
we will fight hard to become the best in China and one of the

leading power equipment enterprises in the world.

Chairman
Gong Jing-kun
Harbin, the PRC, 9th April, 2010
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Management Discussion and Analysis
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(Unless otherwise stated, all amounts are denominated in Renminbi)
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An exceptional result was achieved for the development of the
nuclear power products market with market shares continued to
increase, highlighting by the new contracts of T&G for AP1000
nuclear power project in Xianning, Hubei and two 650MW nuclear
power turbine units under Hainan Changjiang project. The market
share of AP1000 conventional island turbine unit has reached
50% in terms of new contracts, enabling the Company to take
the lead in the market. In respect of main equipment for nuclear
island, the Company has secured the supply contracts for 4 steam
power generators under Taohuajiang project, 2 steam power
generators under Hubei Xianning project and 4 steam power
generators under C3/C4 project in Chashma, representing 40%
market share for AP1000 nuclear power steam power generator.
The Company has acquired a series of contracts for nuclear power
equipments, including the pressure stabilizers under Taohuajiang
and Yangjiang projects, the main pump generators under C3/C4
project in Chashma as well as the core makeup tanks and passive
residual heat removal heat exchanger under Sanmen project. All of
these contracts not only significantly increased the market share
of nuclear power products, but also expanded the supply scope of
our nuclear power products, thus created the condition for the fast

growth of the Company’s nuclear business.

The Company has maintained its competitive edges in the thermal
power market. In particular, the Company has entered traditional
thermal power products contracts for two 600MW supercritical
thermal power units under Luneng Heilongjiang Baoging project,
two 660MW supercritical steam turbines (Aircooling) under Shenhua
Inner Mongolia Dianta project and generators. The Company has
successfully won over 30% of the tenders for 300MW thermal
power unit and 600MW steam turbines and generators. Facing
the intense competition due to fewer tendering in large-scale
hydropower market in 2009, the Company strived to win the
contract for 3x 44MW francis turbine unit under Guangdong
Lechangxia project, and win the tenders for 2x 90MW francis
turbine unit under Sinkiang Liushugou project and 2x 20MW flow-
type turbine unit under Chongging Yangtoupu project, and these
reinforced the Company's leading position in traditional thermal

power and hydropower market.
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The value of new-receiving contracts scaled a new height at
Rmb18.472 billion amid the tough situation in international market
in 2009. The Company, on one hand, increased its efforts in
main equipment export and has entered the supply contracts for
6x660MW two-cylinder supercritical steam turbine, generator
and two 9F combined cycle ancillary 1356MW steam turbine,
generator with LANCO (India), and the supply contract of Indian
SPCL Amarvati 2x660MW supercritical turbine unit jointly with
SEPCOII Electric Power Construction Corporation, which marked
our first entry in the Indian market with the 600MW supercritical
steam turbine, generator. On the other hand, the Company also
placed greater efforts in its development towards EPC project, and
has acquired the contracts for power transmission and conversion

project in Dongola, Sudan.

The total output for 2009 was up to 26,106.3MW, representing a
decrease of 25.62% compared with the last year, among which 49
units of utility boiler with a total capacity of 22,185MW, a decrease
of 13.49% over the last year; 56 steam turbines for power plant
with a total capacity of 20,832MW, a decrease of 30.82% over
the last year; 55 turbine generator units with a total capacity of
20,793MW, a decrease of 29.20% over the last year; 29 units
of hydro power turbo-generator units with a total capacity of
5,313.3MW, a decrease of 7.33% over the last year; and 1 units
of gas turbines with a total capacity of 255.6MW, a decrease of

66.67% over the last year, were completed.

While the project implementation in this year demonstrating
characteristics like heavy workload, higher percentage of large
capacity and new units, tight and centralized delivery schedule
and high risk, the Company has overcame various difficulties and

implemented the projects smoothly.
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The Company adopted effective measures against current situation,
during which the Company reinforced the dynamic management on
projects, enhanced risk analysis, approved the payments according
to projects and adjusted production schedule in a timely manner.
The Company successfully completed the full-year production
task by consolidating internal production resources effectively,
setting schedule for each production phase accurately, boosting
critical technologic breakthrough actively and enhancing production
technological services continuously. All projects progressed
smoothly, with the No.3 660MW ultra supercritical unit under
Xuchang Yulong project commenced commercial operation,
marking the shortest record in the same type units from completely
launching to finishing trial operation of 168 hours. As the national-
first lignite boiler supercritical unit (134 = #8558 i A% 4) project,
the NO.1 660MW unit under phase one construction of Huaneng
Jiutai Power Plant is difficult to implement and the task is heavy.
With our continue efforts, all the indicators of the project have
met the designed standards and the unit operated smoothly. The
desulphurization project in Xuancheng was honored “National Best
Project” and “National High Quality Electric Power Project”.

RMB784 million in total was invested over the year in new research
studies projects.

The capacity in self-innovation was improved. In 2009, totally 591
R&D projects were launched with 42 projects declared to the
nation, the province and the municipality. Development of 154
new products was completed, including the World-first 350MW
supercritical lignite boiler with independent intellectual property.
The Company obtained patents in 45 products and acquired 13
national, provincial and municipal awards for scientific achievements
as well as 10 other awards, among which the Special Prize of
National Technological Improvement in Engineering Industry was
granted for the "“Production and Industrialization of 1000MW
Ultra Supercritical Major Thermal Power Equipment” and the First
Prize of National Science and Technology in Engineering Industry
was awarded for the “Application of Bowed-Twisted Blade and
Flow Field Performance Optimization in Large Steam Turbine”.
In addition, the Company also acquired important awards such as
the First Prize of Heilongjiang Provincial Scientific Development,
Award for Heilongjiang Provincial Science and Technology in
Engineering Industry and First Prize of Haerbin Municipal Scientific
Development.
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Technology introduction and absorption was progressing steadily.
The Company accelerated the introduction of AP1000 nuclear
technology of Mitsubishi Corporation and completed the technical
preparations of Sanmen project. The Pump-storage unit technology
introduced from ALSTOM has entered the stage of re-innovation
through Xiangshuijian project. A domestic proportion of 100%
was achieved for 600MW super/ultra supercritical units, 100% for
1000MW ultra super critical boiler units, 85% for steam turbines

and 92% for generators.

Energy conservation and emission reduction was in progress. The
Company vigorously developed and utilized energy-saving, efficient
and environment-friendly products, and tightened our control on the
energy consumption indicator in such areas as product design and
manufacturing organization. In 2009, the Company consumed less

energy than in the past few years.

The Company strives to improve the internal control system. In
order to enhance the sense of risk management, the Company has
appointed PricewaterhouseCoopers as its advisor and, together
with its subsidiaries, carried out an internal control review program.
This has effectively strengthened our management and risk control

capabilities.

The Company continues to enhance cost management. Under
the “lower cost and higher efficiency” principle, the Company
continues to enhance the sense of cost and increases its efforts in
cost management in areas including technology, manufacturing and

transportation.

The Company continues to improve procurement management. In
order to reduce procurement cost, the Company has established
an internal bidding center. The Company has also set up a
uniform bidding mechanism throughout the organization to further

standardize the bidding and procurement process.
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In the year of 2009, net profit of the Group was Rmb606.21 million,
a decrease of 41.81% compared to the last year; earnings per
share was Rmb0.44, a decrease of Rmb0.32 compared to the
corresponding period of last year; net asset as at the end of the
period was Rmb8,639.03 million, an increase of Rmb502.95 million
compared to the beginning of the year; net asset per share was
Rmb6.27, an increase of Rmb0.36 compared to the beginning of the
year.

During the period, the decline in the profit of the Group was mainly
attributable to the decrease in product revenue and gross profit, the
recognition of provisions for the loss of nuclear power project as
well as the increase in allowance.

A dividend of Rmb0.068 per share (appropriate tax included) for
the year of 2009 (2008: Rmb0.075 per share) was proposed by the
board of directors.

In 2009, the Group recorded a turnover of principal business
activities of Rmb28,629.52 million, a decrease of 4.26% compared
to the last year. In particular, turnover of the thermal power main
equipment business was Rmb19,220.79 million, representing a
decrease of 6.21% over the last year and accounted for 67.14%
of the turnover of the principal business activities. Turnover of
hydropower main equipment was Rmb1,893.43 million, a decrease
of 33.87% over the last year, representing 6.61% of the turnover
of the principal business activities. Turnover of power plant
engineering services was Rmb 4,299.67 million, an increase of
24.77% compared to the last year, representing 15.02% of the
turnover of the principal business activities. Turnover of power
plant accessories and parts was Rmb1,251.3 million, an increase of
7.78% over the last year, representing 4.37% of the turnover of the
principal business activities. Turnover of AC/DC motors and other
products and services was Rmb1,964.33 million, an increase of
1.25% over the last year, representing 6.86% of the turnover of the
principal business activities.

During the period, the Group recorded a turnover of export of
Rmb4,325.66 million, representing an increase of Rmb1,510.68
million over the last year and accounted for 15.11% of the turnover
of the principal business activities. The export was mainly to areas
such as Asia and Africa.
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During the year, the cost of the principal business activities of
the Group was Rmb24,964.02 million, a decrease of 3.60% as
compared to the last year. The decrease was mainly attributable to

the decrease of turnover of main business activities in 2009.

During the period, the gross profit from the principal business
activities of the Group was Rmb3,665.51 million, a decrease of
8.52% as compared to the last year. The gross profit margin was
12.80%, a decrease of 0.6 percentage points over the last year. The
decrease in the gross profit margin was mainly attributable to an
increase in the cost of products, which was due to the fact that the
raw materials consumed to produce our products sold during the
period were purchased in the fourth quarter of 2007 and the first

half of 2008 when the prices were at their historic heights.

Among them the gross profit from thermal power main equipment
was Rmb2,572.87 million, a decrease of Rmb470.11 million
compared to the last year. The gross profit margin for thermal
power main equipment was 13.39%, a decrease of 1.46 percentage
points compared to the corresponding period last year. The gross
profit from hydropower main equipment was Rmb437.99 million,
a decrease of Rmb220.66 million compared to the corresponding
period last year. The gross profit margin for hydropower main
equipment was 23.13%, an increase of 0.13 percentage points
compared to the corresponding period last year. The gross profit
from power plant engineering services was Rmb-60.96 million,
an increase of Rmb285.2 million compared to the corresponding
period last year. The gross profit margin for power plant engineering
services was -1.42%, an increase of 8.62 percentage points over
the corresponding period last year. The gross profit from power
plant accessories and parts was Rmb316.11 million, an increase of
Rmb16.53 million compared to the corresponding period last year.
The gross profit margin for power plant accessories and parts was
25.26%, a decrease of 0.54 percentage points over the last year.
The gross profit from the AC/DC motors and other products and
services was Rmb399.5million, an increase of Rmb47.47 million
compared to the corresponding period last year. The gross profit
margin for the AC/DC motors and other products and services was
20.34%, an increase of 2.19 percentage points over the last year.
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The Group’s expenses for operation activities during the year of
2009 amounted to Rmb388.59 million, a decrease of Rmb36.69
million compared to the corresponding period last year, of which
the main reason was the decrease in selling and transportation

expenses of our products.

Expenses for administration activities during the year of 2009
amounted to Rmb2,325.71 million, an increase of Rmb171.91 million
or 7.98% compared to the corresponding period last year, of which

the main reason was the increase in asset impairment provisions.

In 2009, the Group has incurred financial expenses of Rmb180.38
million, a decrease of Rmb14.94 million compared to the
corresponding period last year, which was mainly attributable to the

decrease in loan interests.

The Group has three major resources for operation and development
funding, namely shareholder’'s capital, trade receivable from
customers and bank borrowings. The Group arranges borrowings
for each specific project. Except for some special situations, loans
will be raised individually by the Group’s subsidiaries. However, the
advance approval from the parent company for capital investment
borrowings is required. As the number of orders and the trade
amount received in advance of the Group increased significantly
during the past two years, the Group had abundant working capital
and has thus repaid substantially all of the loans for working
capital. As at 31st December 2009, the total sum of the Group's
bank borrowings was Rmb3,995.68 million (31st December 2008:
Rmb4,405.82 million). The Group’s bank borrowings were loans
from various commercial banks and the State's policy banks
with interest rates stipulated by the state. Among the Group's
borrowings, the amount due within one year was Rmb1,288.58
million, an increase of Rmb417.88 million compared to the
beginning of the year. The amount of the Group's borrowings due
after one year was Rmb2,707.1 million, a decrease of Rmb828.02

million compared to the beginning of the year.
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As at 31st December, 2009, bank deposits and cash of the Group
amounted to Rmb14,165.73 million, an increase of Rmb3,864.13
million over the beginning of the year. During the period, net
cash inflow from operating activities amounted to Rmb4,530.2
million. Net cash outflow from investment activities amounted to
Rmb1,058.48 million and net cash outflow from financing activities
was Rmb80.75million.

As at 31st December, 2009, total assets of the Group amounted
to Rmbb52,876.38 million, an increase of Rmb3,909.76 million (or
7.98%) compared to the beginning of the year, among which total
current assets were Rmb47,585.42 million, representing 89.99%
of the total assets, and total non-current assets were Rmb5,290.96
million, representing 10.01% of the total assets.

As of 31st December, 2009, the Group’s total liabilities amounted
to Rmb42,659.12 million, an increase of Rmb3,260.42 million
compared to the beginning of the year, among which total current
liabilities were Rmb31,019.63 million, representing 72.72% of the
total liabilities, and total non-current liabilities were Rmb11,639.49
million, representing 27.28% of the total liabilities. As at 31st
December, 2009, the assets to liabilities ratio of the Group was
80.68%.

As of 31st December, 2009, the total shareholders’ equity of the
Group amounted to Rmb8,639.03 million, an increase of Rmb502.95
million compared to the beginning of the year; the net asset per
share was Rmb6.27. During the period, the net asset return rate of
the Group was 7.23%.

As of 31st December, 2009, gearing ratio of the Group (non-current
liabilities over total shareholders’ equity) was 1.35:1 as compared to
that of 1.09:1 at the beginning of the year.
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As of 31st December, 2009, the Group pledged its assets in an
amount of Rmb526.23 million to secure loans for liquidity.

In the year 2009, the Group has invested a total capital expenditure
of Rmb788 million in infrastructure constructions and technological

upgrades.

Nuclear power projects are undergoing steady development.
The main equipments of the improvement project for domestic
production at conventional islands have been put into use. The
manufacturing and construction project of the main equipments for
nuclear island has largely completed its civil engineering works, and
the main equipments are putting into use one after another. The
multi-factories expanded under the manufacturing self-reliance and
improvement project of the main equipments for nuclear island are
cold-sealed. The civil engineering works of the construction project
of manufacturing base for main pump generators have entered the
last stage, and certain equipments have been delivered for use.
The multi-factories expanded under the manufacturing technology
upgrade project for nuclear power reactor-cooling agent pump
units are sealed. The technological upgrade project for 1000MW
nuclear power auxiliary equipment has completed all works on its
new factories. The equipments of all projects are being procured

smoothly.

Meanwhile, the civil engineering works of the technological upgrade
and construction project for power plant valve have entered the last
stage. The technological upgrade project of the newly built hydro
power model laboratory has completed the excavation of the factory
foundation. The first stage of the technological upgrade project of
large-scale coal engineering has completed all works at the factory

foundation and part of the underground pipeline network.
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The Group has certain amount of deposits that are denominated in
foreign currencies. As at 31st December, 2009, the amount of the
Group's deposits in foreign currencies amounted to RMB700.15
million. Export and foreign currencies settled businesses expose the

Group to exchange risk.

In the year 2009, the Group has utilized a total of Rmb102 million
of its fund-raising proceeds mainly for the Workshop Base
Construction Project in relation to main equipment for nuclear
islands, technological upgrade of nuclear power plant valves and

nuclear power main pump generators.

As of 31st December, 2009, the Group has utilized a total of
Rmb2,485 million of its H share listing proceeds, while the
remaining balance of the listing proceeds of Rmb145 million was
deposited with banks and will be used in the second stage of
the Workshop Base Construction Project and other technological

upgrade projects.

As at 31st December, 2009, the Group had a workforce of 18,895
employees and the total remuneration amounted to Rmb1,186
million. In order to enhance knowledge, skills and capabilities as
well as promote the overall caliber of its staff, the Company has
put additional efforts in staff training and adopted various training
approaches emphasizing on-the-job training and targeting at
senior management personnel while a number of training courses
for academic qualifications were also provided. As a result, the
Company’s staffs have become more competent which helps build

a solid foundation for a steady development of the Company.
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Looking into 2010, there are still many uncertainties in the world
economy development, which is heading for a grim situation. As
the basic situation and long-term uptrend of China’'s economy
development did not change significantly, China’s GDP is expected
to grow 8.7% in 2010. As the rapid development in macro-economy
will maintain a high level of market demand for power generating
equipments, it is expected that the total power generating capacity
in 2010 will increase to about 950 million KW. The national policy
of the industry will encourage the transition towards energy-saving,
environmental and new energy. Therefore, nuclear, wind and solar
powers will see a large expansion in market demand.

The Company is facing unique challenges and opportunities in an
external environment where economy conditions change rapidly
and power generating equipment is frequently renewed. Under
the leadership of the Board, we are determined to push forward
to innovate and strive for a new era of stable and rapid growth, in
order to achieve outstanding returns for our shareholders.

The Company will focus on accomplishing the following tasks in
2010:

1. Collaborate both internally and externally to achieve
breakthroughs in marketing.

Based on careful analysis of domestic and international market
conditions, the Company mapped out its marketing plans and
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2. Actively promote customer satisfaction through scientific

organization and reasonable arrangement.

The Company will face many tough challenges in 2010,
including the launch of operation of nuclear power products,
and imbalance in production tasks as a result of numerous new
products and concentrated deliveries. Moreover, the limited
amounts and volatile prices for key materials also sets barrier for
production arrangements. Therefore, we will pay more attention
to reasonable production arrangements, to prepare schedules
that fulfill the requirement of our contracts while keeping a
reasonable balance. We will coordinate all subsidiaries involved
in the production process to provide full support to nuclear
power business, in order to fully tap the production capacity of

nuclear and conventional island bases.

With focus on our management of key projects, we will
strengthen our organizational coordination. Quick-responsive
and more effective precaution system will be established
to strengthen the risk prevention in project implementation,
and emphasize on timeliness of payment during project
implementation to ensure financial security. We will work our
best to secure the implementation of nuclear power project
with active acquisition of raw materials, establishment of a
sound project management system and improved management
standards. As for gas turbines, we will pay more attention to on-

site management and services.

Internal research and external imports with an creative

approach to raise our own innovation ability.

The Company plans to spend RMB800 million on scientific
research in 2010. Directed by the National Power Equipment
Engineering Research Centre, we will integrate our internal
research and development resources and enhance the overall
technical innovation capacity through various methods, such as

importing technologies, self-development and joint development.

6002-800¢ Hoday jenuuy psalwi] Auedwo) uswdinb3 1emod uigieH



O [ BB O

wd
Uz

ERA AR

[ [0600¢-8002

200000000000 O00D0OO0O00C0DODO
oo0oooooo0ooooOooooooao
gogoooooooobboooooooo
gooooooobobobDbObOOobOoooo
O000O0OoO00ooOoiGeccoooonoon
gooooooooobbObOOO0000o
oo0ooooooOoOooOOoocOoOoooao
goooocooooooboboboooooo
oobooooooooooood

OOOAPICOOODOOOOOOODOOODO
OO0O0O0O0oOooooDoOOoOAPioocoO OO
oooooOoooOoOoooOOoocooooo
ooOD0oooOOoooooooOOoobooooDoO
oo0ooooooOoOoooOOoooOooooao
oooOoooOoooOoooooooooan
AP1ooo0 0 000OODOOOCOOOOO

oobeooMwOOODOWOOOOOOODDO
OoOoO0mAPIOOOOOOOOOOOOMmM
OODO0oO0oOooOoOoOooDoOooooooOo
oooooOOoooOoOoooOOooooooo
ooODoooOoooooooOOoooooDO
oo0ooooooOoOoooOOoooOoooao
O 309E0 209FAC O OO O

gooooooooobbOboobooooo
oo0ooooooO0oooOoOooooooao
bboobooobOoooobooobooooo

The focuses of product development in 2010 are as follows:
make every effort to ensure the development of nuclear
power products; strengthen the development of large-scale
hydropower and pumped storage units; accelerate the upgrade
and replacement of coal power equipments; speed up the
development for new energy products such as marine power;
explore into the industries of coal chemical, large chemical
container and IGCC products; develop environmentally friendly
products and desalination equipments; maintain and consolidate
the rapid development in electric driving force; develop power
plant maintenance service and backup and spare parts business
with modern manufacture service concepts; work on wind

power equipments research and development.

With focus on the imported AP1000 nuclear technology, we will
speed up our process for assimilating the imported technologies.
The research and development of the AP1000 nuclear power
steam equipment will start technology conversion and product
manufacture work as planned. The domestication of design and
manufacture technology of large scale half-speed gas turbines
will also be accelerated. With the assimilation and renovation
of the technologies in Sanmen and Haiyang projects, we will be
able to develop AP1000 or nuclear power generators with higher

capacity on our own.

We will strive to work on the research and development of
products such as 600MW super critical W thermal boiler. The
topic of Key Technology of AP1000 Nuclear Power Turbine
(DAPIOOOCODDOOOODOOODOOODO) will be based at the
Xianning Project in Hubei, and include self-reliance tasks such as
the system design of main steam system and bypass system,
layout design and strength calculation. We will also endeavor
to accomplish the self-reliance design of ultra super critical
generator units. The development focus of combined cycle units
will be on 309E and 209FA straight condensing units.

We will continue to increase the proportion of energy-saving,
environmental and efficient power equipments, actively apply
for energy-saving and environmental projects and research on
environmental products such as dust removal, deSO2, deNOx

and power plant water treatment.
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4.

Improve internal control, strengthen our solid foundation

and enhance our management.

The Company will continue to carry out the internal control
program by fully implementing the internal control manual and
forming an initial mechanism for continuously improving internal
control. These will further enhance the Company’s management

and risk control capabilities.

The Company will continue to enhance cost management,
increase its sense of costs and enhance its budget control on
costs. The Company will also strengthen its quality management

emphasizing quality costs.

The Company will vigorously implement information-based
application. There will be an organic combination between
our information-based work and the optimization of the
internal procedure. Moreover, the Company will improve its

management philosophy to enhance its management by reform.

Bring out actual effect, make a steady progress and
complete the technological upgrade plans in a high-quality

and efficient manner.

In 2010, the Company plans to invest a total of Rmb1,284 million
in 15 items of property, plant and equipment. The objectives are

as follows:

The improvement project of nuclear island in Qinhuangdao will
complete its civil engineering on factory and auxiliary works,
begin constructing the body of the laboratory building and deliver
the main equipments for use, of which the total investment is
expected to be Rmb228 million. In the Qinhuangdao base for
the improvement project of nuclear power conventional island,
the large-scale power generators laboratory and 110KV step-
down substation will deliver the main equipments for use, of
which the total investment is expected to be Rmb126 million.
The manufacturing project of the main equipments of nuclear
island will be fully put into operation with the total investment
expecting to be Rmb60 million. The manufacturing base project
of nuclear power main pump generators will complete its

factory construction and auxiliary works and deliver the main
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equipments for use, of which the total investment is expected
to be Rmb162 million. Other works in progress including the
million-level turbine generator nuclear auxiliary equipment will be
speeded up with the total investment expecting to be Rmb577

million.

In the construction projects of both flexible testing and
research and protection for the key program of steam turbines,
the Company expects to invest Rmb33 million and Rmb12
million respectively in equipments procurement. In addition,
the Company will invest Rmb86 million in other new projects

including the relocation and upgrade of the valve laboratory.

The Company will make sure these investments produce
expected results by rigorously managing the schedule and

quality of all projects.
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Executive Directors

Mr. Gong Jing-kun, born in July 1958, senior engineer with a
master’s degree, now chairman of HE and chairman of the Company.
Mr. Gong graduated from Shenyang Institute of Machinery and
Electronics in 1982. Later on, he studied in Shanghai Fudan University,
majoring in economic management and was conferred a master
degree. Mr. Gong joined HE in 1982. He has been vice director of
production division, vice manager of production department, manager
of hydropower workshop in former Harbin Electric Machinery Works
of the Group, and general manager assistant and deputy general
manager of the Electric Machinery Company of the Group. Mr.
Gong was appointed as chairman of Archeng Relay Group Company
and Archeng Relay Company Limited in 1999. In August 2000, he
was appointed as vice chairman and general manager of HE and in
September 2000, Mr. Gong was appointed as vice chairman of the
Company. In May 2006, he was appointed as chairman of HE and on
29th September, chairman of the Company.

Mr. Zou Lei, born in June 1966, senior economist with a doctor’s
degree, now director and general manager of HE and executive
director of the Company. Mr. Zou graduated from Jiamusi Technical
College in July 1988, majoring in mechanical design and manufacture,
and was conferred a bachelor degree. Then he obtained a doctor
degree from Harbin Institute of Technology. Mr. Zou joined HE in
August 1988 and was the dispatcher, Party office secretary, league
deputy secretary, secretary in dispatching room of production division
in former Harbin Boiler Works, Party branch secretary of pipe first
branch factory, factory director of heavy vessel workshop, factory
director of Pingshan branch factory, production director, deputy
general manager, Chairman of the Board, General manager and Party
committee deputy secretary in Harbin Boiler Company Limited. In
December 2008, Mr. Zou was elected as standing committee member
of the Party Committee, director and general manager. He has been
executive director of the Company from 11th February 2009.

Mr. Duan Hong-yi, born in February 1963, is a senior economist and
a master of business administration. He now serves as an executive
director of the Company and deputy general manager of HE. Majoring
in mechanics, Mr. Duan graduated from Harbin Electrical Machinery
College in 1982 and joined HE in the same year. Mr. Duan has been a
comprehensive planner and vice manager of the planning department
of former Boiler Works of the Group. In 1994, he participated in the
reorganization of HE to be a shareholding enterprise and the issuance
and listing of the Company’s shares. Since 1995, He has been a vice
director and the director of the planning and accounting department
and a vice chief accountant of the Company, a supervisor and a
deputy general manager of the Turbine Company of the Group, and a
vice chairman of Harbin Power Technology & Trade Incorporation of
the Group. He was appointed as a deputy general manager of HE in
August 2000 and an executive director of the Company in September
2000.
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Mr. Wu Wei-zhang, born in July 1962, is a researcher & senior
engineer with a doctor’'s degree. He now serves as an executive
director and the general manager of the Company. Majoring in
Hydraulics and River Dynamics, Mr. Wu graduated from Qinghua
University with a master’s degree in 1988 and joined HE in the same
year. Mr. Wu has been a deputy director and deputy head of the
turbine department of Electrical Machinery Institute, a deputy manager
of hydropower workshop, a vice chief engineer and a vice manager
of the product design department of the Electric Machinery Company
of the Group. Mr. Wu was appointed as the deputy general manager
and the chairman and general manager of the Electric Machinery
Company of the Group in 1999 and in October 2000, respectively. He
was appointed as an executive director of the Company in September
2000. Mr. Wu obtained a doctor's degree at Qinghua University
in 2002. He also holds lots of social posts, including the director
general of the large electrical equipment branch of China Electrical
Equipment Industrial Association, a directorate member of the water
turbine special committee of China Power Project (0O OO O0O),
a directorate member and director general of China Water Turbine
Standardized Technology Committee (0000000000 O00O0O) as
well as a special-term professor of Harbin Institute of Technology and
Huazhong University of Science and Technology. Mr. Wu has been

serving as the general manager of the Company since February 2010.

Mr. Shang Zhong-fu, born in March 1961, is a research & senior
engineer and a master of business administration. He now serves as
an executive director and deputy general manager of the Company.
Majoring in steam turbine, Mr. Shang graduated from Harbin Institute
of Technology in 1982 and joined HE in the same year. He has been
an assistant section head and deputy head of the Design Research
Institute, vice chief economist and vice chief engineer of former
Turbine Works of the Group. He was appointed as a deputy general
manager and the chairman and general manager of the Turbine
Company of the Group in October 1998 and November 1999,
respectively. In September 2000, he was appointed as an executive
director of the Company and in February 2002, as a deputy general

manager of the Company.
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Independent Directors

Mr. Sun Chang-ji, born in August 1942, researcher & senior engineer,
is an independent director of the Company and special advisor
for China Machinery Industry Federation, and deputy head of the
Preparatory Team for State Nuclear Power Technology Corporation.
Mr. Sun graduated from Tsinghua University in September 1966, and
started his career in 1968. He worked in Sichuan Oriental Turbine
Factory, serving as Section Head, Workshop Director, Deputy Factory
Manager and Factory Manager. In January 1991, he was appointed as
Deputy Director-general of the production department of the Ministry
of Machinery Industry of the PRC, and later he became Vice Minister
of the Ministry of Machinery Industry of the PRC in April 1993. In
April 1998, he became First Deputy Director-general of the State
Administration of Machinery Industry of the PRC (deputy ministerial
level). He became Deputy Party Secretary and Vice President
(deputy ministerial level) of Bank of China in January 1999, and
served concurrently as President of China Orient Asset Management
Corporation for the period from September 1999 to August 2001.
He became Vice Chairman of Bank of China in November 2000, Vice
Chairman of Bank of China (Hong Kong) Limited in September 2001
and Secretary of Commission for Discipline Inspection of Bank of
China in June 2003 concurrently. From August 2004, he has been
appointed as Vice Chairman of Bank of China (Hong Kong) Limited and
Vice Chairman of China Machinery Industry Federation concurrently.
He was elected as a member of the 10th CPPCC National Committee
in January 2003, and deputy head of the Preparatory Team for State
Nuclear Power Technology Corporation in October 2004 concurrently.
Since December 2009, he has been an independent director of the
Company.

